INTERNAL REVENUE SERVICE DEPARTMENT OF THE TREASURY

Director, EO Examinations Pacific Coast Area (TE/GE) -
Date: AUG 07 1084 Person to Contact:
O

Badge Number:

T ; .
I Contact Telephone Number:

e ] S
S—— Sy o)
S i — In Reply Refer to:

Certified Mail | EIN: Sy

Dear Applicant:

We have considered your application for exemption from Federal income tax as an
organization described in section 501(r)3) of the Internal Revenue Code of 1986.

The information submitted discloses that your were incorporated under i ————————— )
. The purpose for which your organization was formed per your
Articles of Incorporation is ..."for charitable purposes, to be achieved through the distribution of its
funds for such purposes and generally and particularly to monitor the proper installation of
G (o avoid damage to the community during _

. The group will also provide supervision and assistance to the
community with any effects caused by . The group will monitor the cost and quality of
RO on behalf of the community, as well as SEEESNgEP2nd
The corporation is organized exclusively for charitable, religious, educational, and scientific
purposes, including for such purposes, the making of distributions to organizations that qualify as
exempt organizations under section 501/c)(3) of th¢: Internal Revenue Code...".

The purpose per your application, Form 1023, states as follows:

1.1 The organization's purpose is to provide safe and accurate Quin
to the disadvantaged and disabled and those dependent on life
support systems. Disabled veterans will benefit. ’

1.2 This activity will begin as soon as financially feasible.
1.3 These activities will take place within the local community by e ————

G- d by their efforts all members of the community will be made secured
and free from harm.

2 Cupania Circle Monterey Paik, Ca 91755
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FACTS: i

Your purpose is to provide safe and accurate Sy_GG_GGG_G_———ER—_—— ) O th:

disadvantaged and disabled and those dependent on life support systems. These activities will take
place within the local community by nd by their efforts all members of
the community will be made secured and free from harm.

are mapped and given to customers to keep in their possession for use in storms and

gas leaks, etc. GGG CENERy i |

consist of CEpEE—————— \ho will work after hours and on weekends.

Your organization uses handbills to publicize this service.

The basic source of financial support will be from the GEEESSSSE charged for the purchase
' sonanan ) Your organization
charges fees of to the general public with discounts o o for seniors anon for veterans.
The S.t’ce is an arhitrary figure chosen by your organization to cover the cost of locating
including equipment, repairs and upkeep, cost of transportation, and fees paid to . .y
S@Pper hour for similar services. If customers cannot pay, the service is free
within the organization’s financial means. -

of

Your organization will give service to the entire community, but will focus on helping the

aged and life supporgcitizens. The fees for services paid by the nublic will aid the efforts for all the
customers. Ahom"/o of the customers will be disabled and agPd

Your organizatior. gives out free (o its customers. Your organization
also cells the wugIY (o the public to raise funds for its equipment.

ISSUE:

Joes the nrganization qualify for exemption from Federal income tax as an organization
described in section 501(c)(3) of the Internal Revenue Code?

LAW:

Secting 501(c)(3) of the Internal Revenue Code describes certain organizations exempt from
income ta.. under section 501(a) and reads in part as follows:

*(3) Corporations, and any cornmunity chest, fund, or foundaticn o1ganized and operated
exclusively for religious, charitable, scientific, testing fo' public safety, literary, or educational
purposes, or to foster national or international amateur sports competition (but only if no part of its
activities involve the provision of athletic facil.ues or equipment), or for the prevention of cruetly to
children or animals, no par. Jf the net earnings of which inures to the benefit nfany private
shareholder or individual, no substantial part of the activities of which is carrying on legislation,
(exempt as otherwise provided in subsection (h), and which does not participate in, or intervene in
including the publishing or distribution of statement), any political campaign on behalf of any
. candidate for public office.”
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Section 1.501(c)(3)-1(a)(1) of the Income Tax Regulations provides that in order to be
exempt as an organization described in section 501(c)(3), an organization must be hoth organized
and operated exclusively for one or more of the purposes specified in such section. Ifan
organizatien fails to meet either the organizational test or the operational test, it is not exempt.
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Section 1.501(c)(3)-1(b)(1)(i) of the regulations provides that an org..uzation is organized
exclusively for one or more exempt purposes only if its articles of organization (a) limit the purposes
of such organization to one or more exempt purposes; and (b) do not expressly empower the
organization to engage otherwise than an insubstantial part of its activities, in activities which in
themselves are not in furtherance of one or more exempt purposes.

stion 1.501(c)(3)-1(c)(1) of the Income Tax Regulations provides that an organization will
be regaided as “operated exclusively” for one or more exempt purposes only if it engages primarily
in activities which accomplish one or more such exempt purposes specified in section 501(c)(3). An
organization will not be so regarded if more than an insubstantial part of its activities is not in
furtherance of an exempt purpose. ’

Section 1.501(c)(3)-1(d)(1)(ii) provides that an organization is not organized or operated
exclusively for ore or more of the purposes specified in subdivision (i) of this subparagraph unless it
serves a public rather than a private interest.

Section 513(c) of the Internal Revenue Code defines a trade or business as follows: “For
purposes of this section, the term ‘trade or business’ includes any activity which is carried on for the
production of income from the sale of gouds or the performance of services. For purposes of the
preceding sentence, an activity does not lose identity as a trade or business merely because it is
carried on within a larger aggregate of similar activities or within a larger complex of other
endeavors which may, or may not, be related to the exempt purpose of the organization. Where an
activity carried on for profit constitutes an unrelated trade or business, no part of such trade or
business shall be excluded from such classification merely because it does not resuit in profit.”

Trade or business has the same meaning that it has for the purpose of determining whether a
particular expense is a deductible trade or business expense under Interna! Revenue Code section
162 and includes any activity carried on for the praoduction of income from the sale of goods or in
the performance of services. See regulations 1.513-1(b).

Section 1.501(c)(3)-1(e) provides that an organization may meet the requirements of section
501(c)(3) although it operates a trade or business as a substantial part of its activities, if the operation
of'such trade or business is in furtherance of the organization's exempt purpose or purposes and if
the organization is not organized or operated for the primary purpose of carrying on an unrelated
trade or business, as described in section 513. An organization which is organized and operated for
the primary purpose of carrying on an unrelated trade or business is not exempt under section
501(c)(3) even though it has certain religious purposes, its property is held in common, and its profits
do not inure to the benefit of individual members of the organization.

Section 1.501(c)(3)-1(d)(2) of the regulations provides a definition of the term “charitable.”
Itis used in its generally accepted legal sense and includes relief of the poor and distressed and
promotion of social weifare through charitable activities.

GCM 38686 provides some rationale as to whether an organization has a substantial
nonexempt commercial purpose. The GCM discusses Tax Court decisions that have been identified
and include: (1) whether the organization's commercial activities relate to an exempt function; (2)
the particular manner in which the organization’s activities are conducted; (3) the competitive nature
of the organization’s activities; (4) whether the organization provides some free or below cost
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services; (5) whether the organization has solicited, or received voluntary contributions for the .
public; (6) the eaistence and amount of annual or accumulated profits; and (7) whether the
organization's clientele are limited to other section 501(c)(3) organizatiors.
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Revenue Ruling 69-266, 1969-1 CB 151, discusses an organization formed and controlled by
a doctor “hired” to conduct research programs consisting of examining and treating patients who are
charged the prevailing fees for services render. The Revenue Ruling found that the organization was
not exempt under section 501(c)(3) of the Code since the operation of the medical practice by the
organization does not differ significantly from the private practice of medicine for profit. It was also
found that the organization’s primary function is to serve the private interes. [its creator rather
than a public interest.

Revenue Ruling 76-442, 1976-2 CB 148, discusses an organization whose primary,  vity is
the offering of free legal services for personal tax and estate planning to individuals who wish to
make current and deferred gifts to charity as part of their overall tax and estate planning. The
Revenue Ruling found that aiding individuals in their tax and estate planning is not a charitable
activity in the generally accepted Icgal sense. The organization is providing commercially available
services to individuals who can afford them. The Revenue Ruling found that the organization did
not qualify under section 501(c)(3) because it was not operated exclusively for charitable purposes.

ANALYSIS:

All of the preceding Code sections, Regulations sections and Revenue Rulings describe the
critenia under which an organization may be exempt under section 501(c)(3) of the: internal
Revenue Code. Organizations who are not operated exclusively for one of the specified
purposes of section 501(c)(2) or organizations whose sole purpose is to operate a trade or
business or for the private benefit of individuals is not exempt under section 501(c)(3) of the
Code. Your organization's activities appear to consist solely of operating a commercially
available P near the prevailing rates. The services are offered to the
general public with discounts for seniors and the disabled. You have not solicited or received
voluntary contributions from the public. None of the activities listed in either your Articles of .

Incorporation or on your Form 1023 meet the requirements of section 501(c)(3) of the Code or
the Regulations.

CONCLUSION:

To be considered for tax exempt status under section 501(c)(S,, an organization must be
both organized and operated exclusively for one or more of the purposes specified in that
section. Also, its activities must be restricted to those granted a section 501(c)(3) organization.

Itis the position of the Internal Revenue Service, based on information submitted, that you
are not entitled to exemption from Federal income tax as an organization described in section
501(c)(3) of the Code, inasmuch as your are not organized and exclusively for any of the
specified purposes within that section.

Your organization is operating a business that is ordinarily conducted for profit.
We have concluded that you do not quality for exemption from Federal income tax as an

organization described in section 501(c)(3) of the Intemal Revenue Code. Accordingiy, you are
required to file income tax returns on Form 1120 annually with your District Director.
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position as explained in the enclosed Publication 892. You will then be. contacted to arrange a
hearing. The hearing may be held at the office of Regiona! Director of Appeals, or if you
request, at a mutually convenient District orfice. A self-addressed envelope is enclosed.

Service as a failure to exhaust available administrative remedies and will then become our final
determination. Sectio_n 7482(b)(2) of the Internal Revenue Code provides in nart that, “A
declaratory judgement or decree under this section shal| not be issued in any proceeding unless
the Tax Court, the Court of Claims, or the District Court of the United States for the District of
Columbia determine that the organization involved has exhausted administrative remedies
available to it within the Internal Revenue Service.

If the determination is the finai disposition by the Internal Revenue Service, apprepriate State
of New Yark officials will be advised of the action in accordance with Intemal Revenue Code
Section 6104(c) and the applicable regulations.

If you have any questions, please contact the person named at the telephone number shown

Sincerely,

Steven T. Miller
Director, Exempt Organizations

Enclosures:
Form 6018
Pub 892
Notice 1214

N
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Fora 6018 Department of the Treasury-Interna) Revenuve Service Prepare In
(Rev. August 1983) CONSENT TO PRGPOSED ADVERSE ACTION Duplicate
, (A1l references are to the Interaa) Revenue Code) R

Case Number , Date of Latest Determination Letter
Sy N/A

Naze and Address of Organization

——
—
E——

{ coasent t0 the preposed adverse action relative to the above organization a5 shown by the box(es) check below. |
understand tha: 17 Section 1428, Declaratory Judgements Relating to Status ang Classification of Organizations under Section 501(ci
(3), etc. applies, I have the right to protest the proposed adverse action,

Ezployer Identificatjou Number ’ Date of Proposed Adverse Action Letter

NATURE OF ADVERSE ACTION

(X] Denial of exemption under section 501(c)(3) as a charitable organization

[ ] Revocatics of exemption, effective

[ ] ¥odification of exenpt status from cection 301(c)() to S01{c)(), effective

L) Classificssion as a private foundatjon (section 509(a)), effective

[ ] Classificztion as a for-operation foundation (sectjon 4942(3)(3)), effective

[ ] Classification as an organization described in section 309(a)(), effective

[ ] Classification ag an drganization described in section l70(b)(1)(A)(), effective

If you agree to the adverse action shown above, please sign and returp this consent. Yoy should keep a copy for your records

It you sign this consent before you have erhausted your administrative appeal rights, you 03y lose your rights to a declaratory
judgment under sectjop 1428.

(Signature insﬁructions are on the back of this forn.)

Naze of Organization

Sigaature and 7itle ' Date

Signature and Title Date

Fora 6018 (Rev. 8-83)




